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1. In a modern, industrial society, the tax system is derived from several disciplines. Identify the disciplines that play this role in the United States. Explain how each of them affects the U.S. tax system.
Answer: In the United States, the tax system is an outgrowth of the following five disciplines: law, accounting, economics, political science, and sociology. The environment for the tax system is provided by the principles of economics, sociology, and political science, while the legal and accounting fields are responsible for the system’s interpretation and application.
Each of these disciplines affects this country’s tax system in a unique way. Economists address such issues as how proposed tax legislation will affect the rate of inflation or economic growth. Measurement of the social equity of a tax and determining whether a tax system discriminates against certain taxpayers are issues that are examined by sociologists and political scientists. Finally, attorneys are responsible for the interpretation of the taxation statutes, and accountants ensure that these same statutes are applied consistently.
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2. The elements of tax practice fall into what major categories in addition to tax research?
Answer: The other major categories of tax practice in addition to tax research are as follows:
· Tax compliance
· Tax planning
· Tax litigation
Page 5
3. What is tax compliance as practiced in the United States? Give several examples of activities that can be classified as tax compliance.
Answer: Tax compliance consists of gathering pertinent information, evaluating and classifying that information, and filing any necessary tax returns. Compliance also includes other functions necessary to satisfy governmental requirements, such as representing a client during an Internal Revenue Service (IRS) audit.
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4. Several groups of individuals do most of the tax compliance work in the United States. Identify these groups and briefly describe the kind of work that each group does. In this regard, be sure to define the term enrolled agent.
Answer:  Most of the tax compliance work is performed by commercial tax preparers, enrolled agents (EAs), attorneys, and certified public accountants (CPAs). Commercial tax preparers often complete noncomplex individual, partnership, and corporate tax returns. EAs, attorneys, and CPAs usually perform the preparation of more complex returns. The latter groups also provide tax planning services and represent their clients before the IRS.

An EA is admitted to practice before the IRS by passing a special IRS-administered examination, or who has worked for the IRS for five years and is issued a permit to represent clients before the IRS. CPAs and attorneys are not required to take this examination and are automatically admitted to practice before the IRS if they are in good standing with the appropriate professional licensing board.
Page 5 and Circular 230
5. What is tax planning? Explain the difference between tax evasion and tax avoidance and the role of each in professional tax planning.
Answer: Tax planning is the process of arranging one’s financial affairs to minimize any tax liability. Much of modern tax practice centers around this process, and the resulting outcome is tax avoidance. There is nothing illegal or immoral in the avoidance of taxation as long as the taxpayer remains within legal bounds. In contrast, tax evasion constitutes the illegal nonpayment of a tax and cannot be condoned. Activities of this sort clearly violate existing legal constraints and fall outside of the domain of the professional tax practitioner.
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6. Tax planning falls into two major categories: the “open” transaction and the “closed” transaction. Discuss each type of transaction and describe how each affects tax planning.
Answer: In an open tax planning situation, the transaction is not yet complete; therefore, the tax practitioner maintains some degree of control over the potential tax liability, and the transaction may be modified to achieve a more favorable tax treatment. In a closed transaction, however, all of the pertinent actions have been completed, and tax planning activities may be limited to the presentation of the situation to the government in the most legally advantageous manner possible.
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7. What is tax litigation? What type of tax practitioner typically handles tax litigation on a taxpayer’s behalf?
Answer: Tax litigation is the process of settling a dispute with the IRS in a court of law. Typically, a tax attorney handles tax litigation that progresses beyond the final IRS appeal.
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8. In tax litigation, what is usually the role of a CPA?
Answer: CPAs typically serve in a support capacity in tax litigation.
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9. Define tax research. Briefly describe the tax research process.
Answer: Tax research consists of the resolution of unanswered taxation questions. The tax research process includes the following:
1. Identification of pertinent issues;
2. Specification of proper authorities;
3. Evaluation of the propriety of authorities; and,
4. Application of authorities to a specific situation.
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10. Who issues Circular 230? According to Circular 230, what constitutes practice before the IRS? Which tax practitioners are regulated by it?
Answer: Circular 230 is issued by the Treasury Department and applies to all who practice before the IRS. At present, Circular 230 contains the following definition of practice before the IRS. Practice before the Internal Revenue Service comprehends all matters connected with a presentation to the Internal Revenue Service or any of its officers or employees relating to a taxpayer’s rights, privileges, or liabilities under laws or regulations administered by the Internal Revenue Service. Such presentations include, but are not limited to, preparing documents; filing documents; corresponding and communicating with the Internal Revenue Service; rendering written advice with respect to any entity, transaction, plan or arrangement, or other plan or arrangement having a potential for tax avoidance or evasion; and representing a client at conferences, hearings, and meetings. However, a trio of court cases over the last 10 years have called into question what constitutes practice before the IRS. 
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11. Briefly summarize the implications of the Loving, Ridgely, and Sexton cases on Circular 230.
Answer: The Loving, Ridgely, and Sexton cases called into question the ability of the IRS to regulate tax professionals providing certain services to clients. In the Loving case, the U.S. Court of Appeals for the D.C. Circuit affirmed the D.C. District Court decision holding that “the IRS’s statutory authority under Section 330 cannot be stretched so broadly as to encompass authority to regulate tax-return preparers.” The district court held that tax return preparers are not necessarily representatives of a taxpayer and do not practice before the IRS when they assist in preparing  someone else’s tax return. A 2017 decision by the District Court for Nevada in Sexton v. Hawkins further calls into question the ability of the Treasury to regulate a disbarred attorney/tax preparer offering tax advice to a client.  In Ridgely v. Lew, the court held that a contingent fee arrangement was allowed in the case of a CPA who filed an amended return for refund for a client before the IRS commenced an audit of the return. The court ruled that under Circular 230, the IRS was limited to regulating practice and that the preparation of an ordinary refund claim did not constitute practice before the IRS. The IRS has not amended Circular 230 language since these cases were decided.
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12. In order for them to have limited practice rights, the IRS requires noncredentialed tax return preparers to participate in the IRS Annual Filing Season Program. What does participation require, and why do you think the IRS has made this change?
Answer: A return preparer must obtain 18 hours of continuing education from an IRS-approved CE Provider. The hours must include a six credit hour Annual Federal Tax Refresher course  that covers filing season issues and tax law updates. The course must include a knowledge-based comprehension test administered at the conclusion of the course by the CE Provider.
Limited practice rights allow individuals to represent clients whose returns they prepared and signed, but only before revenue agents, customer service representatives, and similar IRS employees.
Page 9 and IRS.gov
13. Briefly summarize the following sections of circular 230:
a. §10.21 Knowledge of Client’s Omission
b. §10.22 Diligence as to Accuracy
c. §10.27 Fees
d. §10.28 Return of Client Records
e. §10.29 Conflicting interests
f. §10.30 Solicitation
g. §10.33 Best practices for tax advisors
h. §10.34 Standards with respect to tax returns and documents, affidavits and other papers
i. §10.35 Competence
j. §10.37 Requirements for written advice
Answer:  
a. §10.21 Knowledge of Client’s Omission: A practitioner who knows of client noncompliance, error, or omission with regard to the tax laws must advise the client of that noncompliance, error, or omission. 
b. §10.22 Diligence as to Accuracy: A practitioner must exercise due diligence in preparing and filing tax returns and other documents relating to IRS matters and in determining the correctness of oral and written representations made to the IRS, the Treasury, and clients. Preparation of tax returns includes normal activities such as determining the questions asked and information requested from clients. 
c. §10.27 Fees: In general, fees for tax work must not be contingent or unconscionable.
d. §10.28 Return of Client Records: In general, a practitioner must, at the request of a client, promptly return any and all of the client’s records that are necessary for the client to comply with his or her federal tax obligations. The practitioner may retain copies of the records returned to a client. 
e. §10.29 Conflicting interests: No tax practitioner can represent conflicting interests before the IRS unless he or she has the express consent of the directly interested parties.
f. §10.30 Solicitation: A practitioner may not use, in any form of public communication or private solicitation, false, fraudulent, coercive, misleading, or deceptive statements or claims. 
g. §10.33 Best practices for tax advisors: This section outlines the best practices that a tax advisor should provide to their clients. Four specific best practices are outlined. 
h. §10.34 Standards with respect to tax returns and documents, affidavits and other papers: Provides practitioners with rules pertaining to preparing and signing tax returns, giving advice to clients, and filing documents, affidavits, and other papers with the IRS. Under § 10.34(a), a practitioner may not sign a tax return or advise a taxpayer to take a position on a tax return that he or she knows (or should reasonably know) contains a position that (1) lacks a reasonable basis, (2) is an unreasonable position under IRC § 6694(a)(2), or (3) is a willful attempt to understate a tax liability or an intentional disregard of rules and regulations as described in IRC § 6694(b)(2). In addition, a client must be informed of any penalties that are reasonably likely to apply to positions on tax returns or any document, affidavit, or other paper submitted to the IRS and a client should be informed about steps that can be taken to avoid such penalties.
i. §10.35 Competence: A practitioner must possess the necessary competence to engage in practice before the IRS. Competent practice requires the knowledge, skill, thoroughness, and preparation necessary for the matter for which the practitioner is engaged.
j. §10.37 Requirements for written advice: This section outlines the rules a practitioner must follow when giving written advice concerning federal tax matters. This section also provides standards of review and what defines a federal tax matter.
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14. There are two ways to become an EA. Briefly explain what they are and give the subpart and section references in Circular 230 where the details of becoming an EA are found.
Answer: To become an EA an individual can (1) pass a test given by the IRS or (2) work for the IRS for five years. Circular 230, Subpart A, §§ 10.4 to 10.6.
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15. EAs are subject to continuing education (CE) requirements. Briefly describe the CE requirements and give the reference to where the details can be found in Circular 230.
Answer: EAs must complete 72 hours of continuing education every three years (an average of 24 per year, with a minimum of 16 hours during any year). Circular 230, Subpart A. § 10.6.
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16. Regular full-time employees are allowed to represent certain organizations before the IRS without being a Circular 230 practitioner. Name the organizations that can be represented by full-time employees, and cite where you found that authority in Circular 230.
Answer: The names of organizations that can be represented by regular full-time employees are found in Circular 230, § 10.7(c). A regular full-time employee can represent the employer (individual employer). A regular full-time employee of a partnership may represent the partnership. Also, a regular full-time employee of a trust, receivership, guardianship, or estate may represent the trust, receivership, guardianship, or estate. Furthermore, a regular full-time employee of a governmental unit, agency, or authority may represent the governmental unit, agency, or authority in the course of his or her official duties.
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17. Jane’s mother resides in a nursing home and cannot travel. There is a problem with the mother’s prior-year tax return, and the IRS needs to discuss the matter with her at the local IRS office. Is it possible for Jane to handle this matter without having to hire professional tax representation? Reference your answer to the appropriate part of Circular 230.
Answer: Yes. Jane can represent her mother according to Circular 230, Subpart A, § 10.7(c).
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18. A practitioner could be suspended from practice before the IRS if the practitioner employs, accepts assistance from, or shares fees with any person who is under disbarment or suspension from practice before the IRS. True or false? Explain your answer. (IRS adapted)
Answer: True. A practitioner may be suspended or disbarred from practice before the IRS if he or she knowingly helps a suspended or disbarred person practice indirectly before the IRS.
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19. A tax practitioner may not advise a client under Circular 230 to take a position on a document, affidavit, or other paper submitted to the IRS unless the position meets which standard under Circular 230 § 10.34?
Answer: A practitioner may not advise a client to take a position on a document, affidavit, or other paper submitted to the IRS unless the position is not frivolous. Circular 230 § 10.34(b).
Pages 13–14
20. May Circular 230 practitioners advertise on television? On the Internet? If so, what standards are applied to the advertisements?
Answer: Under Circular 230, an attorney, a CPA, or an EA may use mass media (e.g., T.V. and the Internet) for advertising purposes. Such media may not contain false, fraudulent, unduly influencing, coercive, or unfair statements or claims. Attorneys, CPAs, and EAs must also observe any applicable standards of ethical conduct adopted by the American Bar Association (ABA), the American Institute of Certified Public Accountants (AICPA), and the National Association of Enrolled Agents (NAEA). Additional standards and listing of items that may be included in mass media advertising are defined under § 10.30 of Subpart B in Circular 230.
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21. May a tax practitioner who is a CPA form a CPA partnership with a former IRS agent who is also a CPA? What limits (if any) would be placed on such a partnership?
Answer: Under § 10.25 of Circular 230, partners of government employees cannot represent anyone for which the government employee-partner has (or has had) official responsibility. For instance, a CPA firm with an IRS agent could not represent any taxpayer who is (or was in the past) assigned to the IRS agent-partner.
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22. If a tax practitioner finds an error in a prior year’s tax return, what action (if any) must he or she take under Circular 230? What subpart and section addresses this situation?
Answer: Under § 10.21 of Circular 230, each attorney, CPA, EA, or enrolled actuary who knows that the client has not complied with the revenue laws of the United States or has made an error in or omission from any return, document, affidavit, or other paper which the client is required by the revenue laws of the United States to execute shall advise the client promptly of the fact of such noncompliance, error, or omission.
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23. Is a tax practitioner required to adhere to the best-practices standard under Circular 230 § 10.33? Explain.
Answer: According to Circular 230, the best practices rules are aspirational. Thus, a practitioner who fails to comply with best practices will not be subject to discipline by the IRS.
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24. What are the four best practices under Circular 230 § 10.33?
Answer: Best practices include the following:
a. Communicating clearly with the client regarding the terms of the engagement. For example, the advisor should determine the client’s expected purpose for and use of the advice and should have a clear understanding with the client regarding the form and scope of the advice or assistance to be rendered.
b. Establishing the facts, determining which facts are relevant, evaluating the reasonableness of any assumptions or representations, relating the applicable law (including potentially applicable judicial doctrines) to the relevant facts, and arriving at a conclusion supported by the law and the facts.
c. Advising the client regarding the importance of the conclusions reached, including, for example, whether a taxpayer may avoid accuracy-related penalties under the Internal Revenue Code if a taxpayer acts in reliance on the advice.
d. Acting fairly and with integrity in practice before the IRS.
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25. Under the rules of Circular 230 § 10.37, in providing written advice concerning federal tax matters, the practitioner must do what?
Answer: In providing written advice, a practitioner must:
1. base the written advice on reasonable factual or legal assumptions (including assumptions as to future events),
2. reasonably consider all relevant facts that practitioner knows or should know,
3. use reasonable efforts to identify and ascertain relevant facts,
4. not rely upon representations, statements, findings, or agreements of the taxpayer or any other person if the reliance would be unreasonable,
5. relate all applicable law and authorities to the facts, and
6. not take into account the possibility that a tax return will not be audited, that an issue will not be raised on audit, or that an issue will be resolved through settlement if raised.
Page 14
26. Your client (A Corp) wishes to engage you to perform due diligence work related to a possible acquisition of another company. One of the companies that your client is considering acquiring (B Corp) is currently a client of your firm. Under what conditions, if any, are you allowed to accept the engagement?
Answer: This would be considered a conflict of interest and is generally prohibited under the AICPA Code of Professional Conduct. While you can accept the engagement if you disclose to both parties the nature of the relationship and obtain the express written consent of both parties, before accepting the engagement, you should consider your ability to act with objectivity and independence in discharging your responsibilities.
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27. A compensated individual who prepares or assists with the preparation of all or substantially all of a tax return or claim for refund must have a PTIN. What is a PTIN, and which individual(s) are required to obtain one?
Answer: A preparer tax identification number (PTIN) is required of a compensated individual who prepares or assists with the preparation of all or substantially all of a tax return or claim for refund must have a PTIN. Normally, the individual must be an attorney, CPA, EA, or tax return preparer must obtain a PTIN in order to file tax returns for clients
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28. Not all individuals who for compensation prepare or assist with the preparation of all or substantially all of a tax return or claim for refund are subject to the duties and restrictions relating to practice in Subpart B as well as subject to the sanctions for violation of the regulations in § 10.51 of Circular 230. Explain.
Answer: Individuals who prepared tax returns for compensation must follow the rules under Circular 230 Subpart B —Duties and Restrictions Relating to Practice Before the Internal Revenue Service and Subpart C—Sanctions for Violation of the Regulations. Thus, they are generally held to the same standards of practice as persons who are eligible to practice before the IRS (attorneys, CPAs, and EAs).
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29. CPAs who are members of the AICPA are subject to the AICPA Code of Professional Conduct. What is its stated purpose?
Answer: The AICPA’s Code of Professional Conduct provides a philosophical foundation upon which the Rules of Conduct are based. The Principles of the Code of Professional Conduct suggest that a CPA should strive for behavior that is above the minimal level of acceptable conduct set forth by the rules. The code was designed to provide the following:
1. A comprehensive code of ethics and professional conduct;
2. A guide for practitioners in answering complex questions; and
3. Assurance to the public concerning the obligations and responsibilities of the accounting profession.
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30. Briefly list and discuss the primary threats to complying with the Independence Rule of the AICPA Code of Professional Conduct.
Answer: Threats to complying with the Independence Rule include the following:
· Members not acting with objectivity due to an adverse interest
· Advocacy threats
· Familiarity threats due to a long or close relationship with a client
· Management participation threats
· Self-interest threats
· Self-review threats
· Undue influence threats
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31. What specific tax-related situations may result in a conflict of interest for members in public practice under the Integrity and Objectivity Rule of the AICPA Code of Professional Conduct?
Answer: In a tax practice the CPA may be requested to blindly follow the guidelines of a government agency or the demands of an audit client. The Integrity and Objectivity Rule prohibits such blind obedience. The Code specifically recognizes that conflicts of interest may arise in tax contexts, including providing tax or personal financial planning services for several members of a family whom the member knows to have opposing interests or when referring a personal financial planning or tax client to an insurance broker or other service provider who refers clients to the member under an exclusive arrangement.
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32. An AICPA member in public practice must meet certain general standards under § 1.300.001 (the General Standards Rule). Discuss the four general standards of this rule.
Answer: The General Standards Rule includes the following:
1. The AICPA member must be able to complete all professional services with professional competence.
2. The AICPA member must exercise due professional care in the performance of all professional services.
3. The AICPA member shall adequately plan and supervise the performance of all professional services.
4. The AICPA member must obtain sufficient relevant data to afford a reasonable basis for any conclusion or recommendation in connection with the performance of any professional services.
Competence encompasses not only technical subject matter but also knowledge of the profession’s standards and the ability to exercise sound judgment in applying the technical knowledge. At the same time, the code is clear that the member does not assume a responsibility for infallibility of knowledge or judgment.
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33. In each of the following (independent) situations, state which AICPA Code of Professional Conduct rule or principle (if any) is violated by an AICPA member? 
a. A member in public practice opens a tax practice and names the new firm “Jill’s Super Tax.”
b. In return for recommending a certain investment to an audit client, a member in public practice receives a 5 percent commission from the broker who sells the investments.
c. The IRS is assessing a taxpayer for an additional $100,000 of tax. A member in public practice offers to represent the taxpayer for a fee that is equal to 25 percent of any amount by which he can get the IRS to reduce its assessment.
d. A member in public practice places an advertisement in the local newspaper that states that she is the “Best CPA in the Western World.” The advertisement further states that, because of her great skill, the CPA has considerable influence with the IRS and the U.S. Tax Court.
e. A CPA partnership has eight partners, six of whom are members of the AICPA. On its letterhead, the firm designates itself as “Members of the AICPA.”
f. A member who is not in public practice is convicted of helping to run a large illegal drug operation.
Answer:
a. No violation
b. 1.520.001: Commissions and Referral Fees
c. No violation
d. 1.600.001: Advertising and Other Forms of Solicitation
e. 1.800.001: Form of Organization and Name Rule
f. 2.400.090 or 3.400.090: Acts Discreditable Rule
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34. Under the Confidential Client Information Rule of the AICPA Code of Professional Conduct, a CPA in public practice must not disclose confidential client data without the specific consent of the client. Under what conditions might a disclosure of confidential information without the client’s consent be appropriate?
Answer: 1.700.001 (Confidential Client Information Rule) does not apply in the following situations:
1. There is a conflict with the Compliance with Standards Rule [1.310.001] or the Accounting Principles Rule [1.320.001].
2. The CPA is served with an enforceable subpoena or summons or must comply with applicable laws and government regulations.
3. There is a review of a CPA’s practice under AICPA or state society authorization.
4. The CPA is responding to an inquiry of an investigative or disciplinary body of a recognized society, or the CPA is initiating a complaint with a disciplinary body.
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35. What are the SSTS? Who issues them? Discuss their principal objectives.
Answer: Tax standards are the foundation for validating reputational integrity in the tax profession. The Statements on Standards for Tax Services (SSTS) are the enforceable tax practice standards for members of the AICPA. The 2023 SSTS revisions reorganize the standards according to the type of tax work performed and include three new standards dealing with data protection, reliance on tools and the representation of tax clients before taxing authorities. 
The AICPA Tax Executive Committee (TEC), an AICPA standards setting committee designated to promulgate tax practice standards, issues the Statements of Standards for Tax Services (SSTS). The General Standards Rule (AICPA, Professional Standards, ET secs. 1.300.001 and 2.300.001) and the Compliance with Standards Rule (AICPA, Professional Standards, ET secs. 1.310.001 and 2.310.001) of the AICPA Code of Professional Conduct require compliance with these standards. 
Many state boards of accountancy also incorporate the SSTS as part of their professional rules of conduct for CPAs.
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36. Your colleague states that the AICPA’s SSTS are enforceable tax practice standards for CPAs who perform tax services. Is that a true statement? Why or why not?
Answer: False, SSTS are enforceable for AICPA members who perform tax services. If a CPA is not a member of the AICPA, he or she is not subject to the SSTS.
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37. When should an AICPA member follow the guidance under SSTS No. 1, Paragraph 1.1.5 rather than the standards of an applicable taxing authority with respect to advising on tax positions? 
Answer: Under SSTS No. 1, a member should determine and comply with the standards, if any, which are imposed by the applicable taxing authority with respect to recommending a tax return position or preparing or signing a tax return. If the applicable taxing authority has no written standards with respect to recommending a tax return position or preparing or signing a tax return, or if its standards are lower than the standards set forth in SSTS No. 1, then SSTS No. 1 must be followed.
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38. What threshold does SSTS No. 1 Paragraph 1.1.5 require for a tax practitioner regarding advising on a tax return position? Could disclosure of the position influence that threshold?
Answer: SSTS No.1 provides that a member should have a good faith belief that a recommended position has a realistic possibility of being sustained if challenged. In addition, a member may recommend a tax return position if the member concludes that there is a reasonable basis for the position and advises the taxpayer to appropriately disclose that position. Thus, a member may prepare or sign a tax return that reflects a position if a member has a reasonable basis for the position and that position is appropriately disclosed.
Pages 20–21
39. According to Section 2.2 of SSTS No. 2, a tax return should be signed by a member only after reasonable effort has been made to answer all questions on the return that apply to the taxpayer. What are some of the reasonable grounds under which a member may sign a return as the preparer even though some of the pertinent questions remain unanswered?
Answer: Reasonable grounds for omitting an answer on a return include cases in which:
1. The pertinent data are not readily available and are not significant to the determination of taxable income or loss or the resulting tax liability.
2. The taxpayer and the member are genuinely uncertain as to the meaning of the question on the return.
3. An answer is voluminous; however, assurance should be given on the return that the data can be supplied upon request.
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40. What guidelines are provided by SSTS No. 2 as to the reliance by a member on information supplied by the taxpayer for use in preparing the taxpayer’s return?
Answer: In preparing a return, the member may ordinarily rely upon information that the taxpayer has provided. Although an examination of supporting documents is not required, the member should encourage the taxpayer to provide supporting documents, whenever appropriate.
Page 23
41. A member may use estimates in completing a tax return according to Section 2.4 of SSTS No. 2. When might the use of estimates be considered appropriate?
Answer: A member may prepare tax returns that involve the use of the taxpayer’s estimates, if, under the circumstances, it is impractical to obtain exact data and the estimated amounts appear reasonable to the member. Estimates may be appropriate where the keeping of precise records with respect to numerous items of small amounts is difficult to achieve, where data are not available as of the time for filing the return, or certain records are missing.
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42. Last year a taxpayer was audited by the IRS and an item of deduction on the tax return was disallowed. On this year’s tax return, the taxpayer would like to deduct a similar item. Discuss the circumstances under which a member may allow the taxpayer to take the deduction on the current year’s return and still comply with Section 2.5 of SSTS No. 2. Under what conditions must special disclosure be made by the member?
Answer: The selection of the treatment of an item on a tax return should be based upon the facts and the law that is applicable at the time a return is prepared. Unless the taxpayer is bound by the IRS to the treatment of an item in later years, such as by a closing agreement, the disposition of an item in a prior year’s audit does not govern the treatment of a similar item in a later year’s return. Therefore, a member may sign a return that contains a departure from a treatment that was required by the IRS in a prior year return, provided the standards under SSTS No. 1 are adhered to.
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43. When a member learns of an error in a previously filed tax return, how is he or she to respond and still be in compliance with Section 1.2 of SSTS No. 1?
Answer: When a member learns of an error in a previously filed tax return, he or she must advise the taxpayer promptly. This advice should include a recommendation of the appropriate measures that the taxpayer should take. The member is not obligated to inform the IRS of the error and may not do so without the taxpayer’s permission, except as required by law.
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44. Summarize Section 1.3 and Section 1.4 of SSTS No. 1.
Answer: Section 1.3 and Section 1.4 of SSTS No. 1 relate to data protection and reliance on tools, respectively. Section 1.3 establishes the responsibility of a member to protect the data of the taxpayer that is obtained while providing services. Section 1.4 establishes new standards for members who rely on tools (Artificial Intelligence, Tax Preparation Software, etc.) in the preparation of tax returns, consulting, and presentation services. 
Page 22

45.  According to SSTS No. 3, are you required to communicate advice to a client in writing? 
Answer: No, according to SSTS No. 3, a member may communicate tax advice orally or in writing (Paragraph 3.1.3) and should use professional judgement in determining the appropriate form of advice. 
Pages 24–25
46. According to SSTS No. 3, what factors should be considered when determining the form of advice provided to clients?
Answer:  Eleven factors should be considered when determining the form of advice provided to clients:
1. The importance of the transaction and amounts involved.
2. The specific or general nature of the taxpayer's inquiry.
3. The time available for development and submission of the advice.
4. The technical complexity involved.
5. The existence of authorities and precedents.
6. The tax sophistication of the taxpayer.
7. The need to seek other professional advice.
8. The type of transaction and whether it is subject to heightened reporting or disclosure requirements.
9. The potential penalty consequences of the tax return position for which the advice is rendered.
10. Whether any potential applicable penalties can be avoided through disclosure.
11. Whether the member intends for the taxpayer to rely upon the advice to avoid potential penalties.
Pages 24–25
47. According to SSTS No. 3, when is written communication recommended?
Answer: Written communication is recommended when there is an important, unusual, or complicated transaction.
Page 25
48. Summarize SSTS No. 4 dealing with the responsibilities of members in providing tax representation services to clients.
Answer: When providing tax representation services to clients, members must deal with a number of responsibilities. These responsibilities include the following: 
1. Obtaining technical competence in both the technical tax area and the tax practice and procedures of the relevant taxing authority.
2. Complying with applicable professional and regulatory obligations in connection with representing a taxpayer.
3. Acting with integrity and professionalism.
4. Complying with the Confidential Client Information Rule in the AICPA Code of Professional Conduct.
5. Withdrawing from an engagement when he or she becomes aware of taxpayer conduct that might be fraudulent or criminal.
6. Reviewing documents or computations detailing the results of an examination for consistency and discussing consequences with the taxpayer.
Page 25
49. A member of the AICPA uses new tax preparation software in preparing a tax return for a client. The software calculates a specific amount for a newly enacted tax deduction that the member has never dealt with before. May the member rely on the calculation provided by the software program?
Answer: According to Section 1.4 of SSTS No. 1, a member may reasonably rely on tools; however the member should exercise appropriate professional judgment and professional care when doing so.
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50. Under the NAEA Rules of Professional Conduct, members may take positions on tax returns that are favorable to their clients under what circumstances?
Answer: Under the NAEA Code of Ethics and Rules of Professional Conduct, only if there is substantial authority that the position will be sustained on its merits, unless the position is disclosed and there is at least a reasonable basis for it.
Page 27
51. The Sarbanes–Oxley Act prohibits CPA firms from providing certain services to publicly traded corporate audit clients. Is doing tax compliance work for an audit client one of the prohibited transactions? If such tax work is allowed, who must approve it?
Answer: No, tax compliance work for an audit client is allowed. It must be approved by the audit committee of the issuer.
Page 26
52. What is an ethical dilemma?
Answer: An ethical dilemma occurs when someone is faced with a situation in which there are no clearly defined answers such as by regulation or law.
Page 29
53. The text discusses three types of ethical reasoning. Identify them and give a short description of each.
Answer: The major types of ethical reasoning are as follows:
1. End-based ethical reasoning is where the ethical decision is the one that produced the most good for the largest number of people.
2. Rule-based ethical reasoning was based on German philosopher Immanuel Kant’s idea that individual actions should be such that we would accept similar behavior from everyone else.
3. Care-based ethical reasoning advises one to make decisions that would result in the treatment you yourself would like to receive.
Pages 30–31
54. Ethical professional behavior is the interaction of several standards. Identify these standards and briefly describe each.
Answer: Professional ethical behavior is the result of the interaction of personal morality, social responsibility, business ethics, and other general ethical standards. When something is judged to be morally right or wrong (or good or bad), the underlying standards on which such judgments are based are called moral standards. The tax practitioner must be aware of social responsibility in areas such as environmental protection, equal opportunity, and occupational safety. Business ethics examines the moral and ethical problems that arise in a business environment. There is disagreement about whether a company has ethical responsibilities. Other ethical standards may include public policy, religious beliefs, and cultural values.
Pages 31–32
55. Professor Andy Accrual works for Mega State University. The state has negotiated a set of special airfares with various airlines for state employees to use when traveling on state business. These fares are lower, and they do not have restrictions on changing, cancellation, and so forth. Andy is aware that the airlines never check to see if he is on state business when he books such a fare. He has decided that he would like to go to Hawaii on short notice for a well-earned mini-vacation. When he checks the Internet for airfares, he discovers that the cheapest fare he can find is $700 per person. However, the fare for state employees traveling on business to Hawaii is only $400. Although he is traveling for personal reasons, in your opinion is it ethical to use the special state employee airfare for his vacation? Would this qualify as an ethical dilemma?
Answer: Ethical issues involved in this case could include morality and business ethics. The moral issue involves the consideration of the “right thing to do” with respect to the plane ticket. The business ethics issues involve maintaining the integrity of the firm.
56. Donna Deduction is a staff accountant for Dewey, Cheatham, and Howe, LLP. She and other staff raid the office supply cabinet for office supplies to take home to use. In addition to the standard paper, pens, paper clips, and so forth, staff members take home inkjet cartridges and other high-cost supplies. During the year, Donna takes home supplies worth more than $500. In your opinion, is this ethical behavior? If Donna does a significant amount of work for the firm at home, would your opinion change?
Answer: Unless the firm clearly allows staff to take home supplies (which likely would result in additional income to the staff members), this is clearly not ethical behavior. If Donna does work at home and the firm has clear policies allowing supplies to be taken home and used for work purposes, the behavior would be reasonable.
57. How does the term “the unauthorized practice of law” apply to CPAs?
Answer: CPAs are in little danger of entering into the unauthorized practice of law as long as they avoid providing general legal services. The issue that arises is not whether CPAs are rendering legal services but how much legal service is provided. Because of the lack of guidelines on this issue, the federal agencies seem to have taken a lead in attempting to solve this problem.
Page 34
58. List several services or products that a CPA or EA purposely should not make a part of a tax practice in order to minimize exposure to a charge of engaging in the unauthorized practice of law.
Answer: To avoid being charged with the unauthorized practice of law, the following activities should be avoided.
· Expressing a legal opinion on a nontax matter
· Drafting wills or trust instruments
· Drafting contracts
· Drafting incorporation papers
· Drafting partnership agreements
Page 35
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The answers to the exercises are valid as of October 2023. It is likely that there will be changes in the legal services and the tax law after this manual is published. Further, it is likely that the services available to the students will not be identical to the services available to the authors of this manual. Consequently, the student responses may vary from those provided.
59. Summarize what is discussed in each of the following sections of Circular 230:
a. Subpart A, § 10.4(c)
b. Subpart B, § 10.21
c. Subpart B, § 10.26
d. Subpart B, § 10.29
Answer:
a. Subpart A, § 10.4(c): Eligibility for enrollment as an EA or enrolled retirement plan agent. Discussion of the criteria for enrollment before the IRS.
b. Subpart B, § 10.21: Knowledge of client’s omission: Each attorney, CPA, EA, or enrolled actuary who knows that the client has not complied with the revenue laws of the United States or has made an error in or omission from any return, document, affidavit, or other paper shall advise the client promptly of the fact of such noncompliance, error, or omission.
c. Subpart B, § 10.26 Notaries: A practitioner may not perform any official act as a notary public with respect to any matter administered by the IRS for which he or she is employed as counsel, attorney, or agent.
d. Subpart B, § 10.29 Conflicting interests: No tax practitioner can represent conflicting interests before the IRS unless he or she has the express consent of the directly interested parties.
Circular 230
60. Summarize what is discussed in each of the following sections of Circular 230:
a. Subpart C, § 10.51(a)(12)
b. Subpart A, § 10.6(e)
c. Subpart A, § 10.3(f)
d. Subpart B, § 10.27
Answer:
a. Subpart C, § 10.51(a)(12): Contemptuous conduct in connection with practice before the IRS, including the use of abusive language, making false accusations or statements, knowing them to be false, or circulating or publishing malicious or libelous matter.
b. Subpart A, § 10.6(e): Conditions for renewal. In order to qualify for renewal of enrollment to practice before the IRS, an individual must certify that he or she has satisfied the continuing professional education requirements.
c. Subpart A, § 10.3(f): Registered tax return preparers.
d. Subpart B, § 10.27: Fees. Discussion of provision that a practitioner may not charge an unconscionable fee for representing a client in a matter before the IRS. Also, a practitioner may not charge a contingent fee for preparing an original return.
Circular 230
61. Summarize what is discussed in each of the following sections of Circular 230:
a. Subpart A, § 10.22(b)
b. Subpart A, § 10.7(c)(1)(vi)
c. Subpart B, § 10.24
d. Subpart B, § 10.34
Answer:
a. Subpart B, § 10.22(b): Reliance on others. Except as modified by §§ 10.34 and 10.37, a practitioner will be presumed to have exercised due diligence for purposes of this section if the practitioner relies on the work product of another person and the practitioner used reasonable care in engaging, supervising, training, and evaluating the person, taking proper account of the nature of the relationship between the practitioner and the person.
b. Subpart A, § 10.7(c)(1)(vi): An individual may represent any individual or entity who is outside the United States before personnel of the IRS when such representation takes place outside the United States.
c. Subpart B, § 10.24: Prohibits assistance from disbarred or suspended persons.
d. Subpart B, § 10.34: Defines standards for advising and signing returns.
Circular 230
62. Summarize what is discussed in each of the following sections of Circular 230:
a. Subpart B, § 10.33
b. Subpart B, § 10.35
c. Subpart B, § 10.36
d. Subpart B, § 10.37
Answer:
a. Subpart B, § 10.33: Discussion of adhering to the best practices in providing advice.
b. Subpart B, § 10.35: Provides standards on “covered opinions.”
c. Subpart B, § 10.36: Requires that a firm take reasonable steps to adhere to the “covered opinions” section.
d. Subpart B, § 10.37: Describes situations in which a tax practitioner should not give written advice.
Circular 230
63. Which subpart and section of Circular 230 discusses each of the following topics?
a. Solicitation
b. Negotiation of a taxpayer’s refund checks
c. Who may practice before the IRS
d. Authority to disbar or suspend from practice before the IRS
Answer:
a. Solicitation is discussed in Subpart B, § 10.30.
b. Negotiation of a taxpayer’s refund checks is discussed in Subpart B, § 10.31.
c. Who may practice before the IRS is discussed in Subpart A § 10.3.
d. Authority to disbar or suspend from practice before the IRS is discussed in Subpart C, § 10.50.
Circular 230
64. Which subpart and section of Circular 230 discusses each the following topics?
a. Conflicts of interest
b. Disreputable conduct
c. Assistance from disbarred or suspended persons
d. Representing oneself before the IRS
Answer:
a. Conflicting interests are discussed in Subpart B, § 10.39.
b. Disreputable conduct is discussed in Subpart C, § 10.51.
c. Assistance from disbarred or suspended persons is discussed in Subpart B, § 10.24.
d. Representing oneself before the IRS is discussed in Subpart A, § 10.7.
Circular 230
65. Which subpart and section of Circular 230 discusses each of the following topics?
a. Practice of law
b. Information to be furnished
c. Fees
d. Responsibility for correcting errors
Answer:
a. Practice of law is discussed in Subpart B, § 0.32.
b. Information to be furnished is discussed in Subpart B, § 10.20.
c. Fees are discussed in Subpart B, § 10.27.
d. Responsibility for correcting errors is discussed Subpart, § 10.21.
Circular 230
66. Which subpart and section of Circular 230 discusses each of the following topics?
a. Best practices
b. The return of client’s records
c. Requirements for taking tax return positions
d. Due diligence
Answer:
a. Best practices are discussed in Subpart B, § 10.33.
b. The return of client’s records is discussed in Subpart B, § 10.28.
c. Tax return positions are discussed in Subpart B, § 10.34.
d. Due diligence is discussed in Subpart B, § 10.22.
Circular 230
67. Ms. E is an EA who prepared the tax returns for Mr. A and Mr. B (buyer and seller, respectively). Ms. E may not, under any circumstances, represent A and B before the IRS with regard to this buy and sell transaction. True or false? Explain your answer using Circular 230. (IRS adapted)
Answer: False. See Circular 230, § 10.29.
68. A full-time employee of a sole proprietorship may represent his or her employer in an examination by the IRS without being a Circular 230 practitioner. True or false? Explain your answer using Circular 230. (IRS adapted)
Answer: True. See Circular 230, § 10.7.
69. Which of the following is a contingent fee under Circular 230 § 10.27: a fee (1) that is based on a percentage of the refund reported on a return, (2) that is based on a percentage of the taxes saved, or (3) that otherwise depends on the specific result attained?
Answer: These fees would all be contingent fees if the IRS challenges a tax position. Under Circular 230 § 10.27, a contingent fee is any fee that is based, in whole or in part, on whether a position taken on a tax return or other filing avoids challenge by the IRS or is sustained either by the IRS or in litigation. A contingent fee includes a fee that is based on a percentage of the refund reported on a return, which is based on a percentage of the taxes saved, or that otherwise depends on the specific result attained.
Circular 230
70. Are CPAs and EAs authorized to practice tax law by Circular 230? Discuss.
Answer: Circular 230, § 10.32 (Practice of law) states that, “Nothing in the regulations in this part may be construed as authorizing persons not members of the bar to practice law.”
Circular 230
71. Which of the following statements may not be used when an EA advertises? Explain your answer. (IRS adapted.)
a. Name, address, and office hours
b. Names of associates of the firm
c. Claims of quality of service that cannot be verified
d. Membership in professional organizations
Answer:
c. Under the NAEA Rules of Professional Conduct, members may not solicit clients in any manner prohibited by the most current provisions of Circular 230, including advertising or other forms of solicitation that present a false, misleading, or deceptive appearance. 
Page 28
72. Which of the following statements is unacceptable under the AICPA Code of Professional Conduct for a CPA in public practice? Explain your answer.
a. Julie Adams, CPA, Fluency in Chinese
b. Julie Adams, CPA, MBA, Big State University 
c. Julie Adams, CPA, Free Initial Consultation
d. Julie Adams, CPA, I Always Win IRS Audits
Answer:
d. See AICPA Code of Professional Conduct (Advertising and Other Forms of Solicitation) 
Pages 17–18
73. Which of the following situations would most likely result in a violation of the practitioner’s ethical standards? Explain your answer.
a. A CPA (not in public practice) is controller of a bank and grants permission to the bank to use his “CPA” title in the listing of the bank officers in the bank’s publications.
b. A CPA in public practice who is also a member of the bar represents on her letterhead that she is both an attorney and a CPA.
c. A CPA in public practice, the sole shareholder in a professional accountancy corporation, uses the term “and company” in his firm’s title.
d. A CPA in public practice who writes a newsletter on financial management topics grants permission to the publisher to solicit subscriptions.
Answer:
c. Under Rule 1.800.001 of the AICPA Code of Conduct, CPAs cannot practice public accounting under a firm name that is misleading. A sole practitioner is not a company. The only exception is when a sole practitioner survives the death or withdrawal of all other partners or shareholders; he or she can continue to practice under a firm name for up to two years after becoming a sole practitioner.
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74. Which of the following situations would provide an acceptable case for using a taxpayer’s estimated figure in the preparation of a federal income tax return? Explain your answer.
a. The taxpayer has the necessary data available but is busy with a pressing public offering and has not had the time to look through her records for the information.
b. The data are not available at the time of filing the return, and the estimated amounts appear reasonable to the CPA.
c. The taxpayer has the data available at the time of filing the return but feels that the data do not fairly represent the results of her business operation and therefore desires to use an “estimate.”
d. The taxpayer, relying on the income tax regulations that allow the use of reasonable estimates under certain circumstances, desires to use an estimate to determine the amount of his deduction for entertainment expenses.
Answer:
b. Section 2.4 of SSTS No. 2 allows a member to use reasonable estimates in the preparation of a tax return.
Page 23
75. According to the AICPA Code of Professional Conduct, CPAs in public practice who are representing a taxpayer in a formal controversy with the government are permitted to receive contingent fees for which of the following reasons?
a. This practice establishes fees that are commensurate with the value of the services rendered.
b. Attorneys who are in tax practice customarily set contingent fees.
c. Determinations by tax authorities are a matter of judicial proceedings that do not involve third parties.
d. The consequences are based on the findings of judicial proceedings or the findings of a government agency. Explain your answer.
Answer:
d. Under Rule 1.510.001of the AICPA Code of Conduct, CPAs are allowed to take contingent fees in tax matters if they are based on judicial proceedings or the findings of governmental agencies.
Page 17
76. According to the AICPA Code of Professional Conduct, under what conditions, if any, can a CPA in public practice disclose confidential client data?
Answer:
c. Under Rule 1.700.001 of the AICPA Code of Conduct, CPAs cannot reveal confidential client information without the consent of the client unless it is to an investigative body, trial board, quality review body, or court of law.
Page 18
77. A taxpayer’s records are destroyed by fire. A CPA prepares the tax return based on estimates and other indirect information she has obtained. Under the SSTS, she should do which of the following?
a. Disclose the use of estimates to the IRS.
b. Not disclose the use of estimates to the IRS.
c. Charge the taxpayer a double fee.
d. Not prepare a return based on estimates.
e. Have an attorney prepare the return. Explain your answer.
Answer:
a. SSTS No. 2 requires members to disclose to the IRS the use of estimates when fire or computer failure has destroyed the relevant records.
Page 23
78. With regard to the categories of individuals who may practice before the IRS under Circular 230, which of the following statements is correct? Explain your answer. (IRS adapted.)
a. Only Circular 230 practitioners may represent trusts and estates before any officer or employee of the IRS.
b. An individual who is not a Circular 230 practitioner may appear as the representative of a taxpayer who is a member of his or her immediate family with or without the taxpayer, at an IRS Appeals Office conference.
c. Under the limited practice provision in Circular 230, only general partners may represent a partnership.
d. Under the limited practice provision in Circular 230, an individual who is under suspension or disbarment from practice before the IRS may not engage in limited practice before the IRS.
Answer:
d. Under Subpart A, § 10.7(c)(2)(i) of Circular 230, persons who are disbarred or suspended are not allowed to practice before the IRS.
Circular 230
79. If a Circular 230 practitioner knows that a client has not complied with the revenue laws of the United States with respect to a matter administered by the IRS, then the EA, attorney, or CPA is required under Circular 230 to do which of the following?
a. Do nothing until advised by the client to take corrective action.
b. Advise the client of the noncompliance.
c. Immediately notify the IRS.
d. Advise the client and notify the IRS. Explain your answer. (IRS adapted.)
Answer:
b. Under Subpart B, § 10.21 of Circular 230, practitioners must notify clients of any noncompliance with the tax law. A similar rule is found in SSTS No. 1.
Pages 11 and 21
80. Answer each of the following questions:
a. What is found in Subpart A, § 10.7(a) of Circular 230?
b. Describe the requirements of § 1.520.001 of the AICPA Code of Conduct.
c. Which SSTS discusses whether a member may rely without verification on information provided by a taxpayer or a third party?
d. Under SSTS No. 1, a member must have a good-faith belief that a recommended position has a ___ possibility of being sustained if challenged.
Answer:
a.	Circular 230, Subpart A, § 10.7(a) states that a taxpayer can appear on their own behalf before the IRS.
b. 1.520.001 Commissions and Referral Fees Rule
c. SSTS No. 2 
d. Under SSTS No. 1, a member must have a good-faith belief that a recommended position has a realistic possibility of being sustained if challenged.
Circular 230, Pages 17, 20, 22–24
81. Answer each of the following questions:
a. What is found in Subpart C, § 10.51 of Circular 230?
b. In Circular 230, where are the rules on knowledge of client omissions found?
c. Describe the requirements of § 1.400.200 of the AICPA Code of Conduct.
d. Which SSTS discusses whether a member can recommend that a client depart from a previously concluded tax position?
Answer:
a.	Circular 230, Subpart C, § 10.51 states that a practitioner can be disbarred or suspended from practice before the IRS for disreputable conduct.
b. The knowledge of client omissions rule is found in Circular 230, Subpart B, § 10.21.
c. 1.400.200 Records Requests. Members must comply with the rules and regulations of authoritative regulatory bodies, such as the members’ state board(s) of accountancy, when they perform services for a client and are subject to the rules and regulations of such a regulatory body.
d. SSTS No. 2 Section 2.5.
Circular 230, AICPA Code of Professional Conduct and SSTS No. 2
Pages 11, 20 and 24
82. The exam to become an EA has three parts. Go to the IRS Website at www.irs.gov and determine what is tested on each part of the exam. Describe the content of each part.
Answer: The parts of the EA exam are as follows:
Part 1: Individual Income Taxes
Part 2: Businesses
Part 3: Representation, Practices, Procedures
Visit www.irs.gov for more information on the EA exam.
83. Go to the IRS Website at www.irs.gov. What is the form number of the Application for Enrollment to Practice before the IRS? Print out a copy of the form to hand in.
Answer: The Application for Enrollment to Practice Before the IRS is Form 23.
84. Many states have an ethics education requirement to become a CPA. Determine each of the following state’s ethics education requirements to become a CPA:
a. California
b. Texas
c. North Carolina
d. Your home state (if not one of the above)
Answer:
a.	California: Minimum three semester or four quarter units in accounting ethics or accountants’ professional responsibilities
b. Texas: The board requires that 3 semester hours be earned as a result of taking a course in ethics.
c. North Carolina: The 150 semester hours required include a concentration in accounting, as defined by 21 NCAC 08A .0309, and 24 semester hours of coursework, which include one 3 semester hour course from at least 8 of the following 10 fields of study: communications, computer technology, economics, ethics, finance, humanities/social science, international environment, law, management, or statistics.
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